
United States
Department of Health
and Human Services

Accountability Report:
Fiscal Year 1998



DEPARTMENT OF HEALTH AND HUMAN SERVICES WEB SITES

Office of the Secretary (OS) www.hhs.gov
Administration for Children and
  Families (ACF) www.acf.dhhs.gov
Administration on Aging (AoA) www.aoa.dhhs.gov
Agency for Health Care Policy
  and Research (AHCPR) www.ahcpr.gov
Agency for Toxic Substances
  And Disease Registry (ATSDR) atsdr1.atsdr.cdc.gov:8080
Centers for Disease Control and
  Prevention (CDC) www.cdc.gov
Food and Drug Administration (FDA) www.fda.gov
Health Care Financing Administration
  (HCFA) www.hcfa.gov
Health Resources and Services
  Administration (HRSA) www.hrsa.gov
Indian Health Service (IHS) www.ihs.gov
National Institutes of Health (NIH) www.nih.gov
Program Support Center (PSC) www.psc.gov
Substance Abuse and Mental Health
   Services Administration (SAMHSA) www.samhsa.gov



Department of  Health and Human Services
Accountability Report: FY1998

Secretary Shalala

Message From The Secretary

ii

The U.S. Department of  Health and Human Services (HHS) made
important progress during Fiscal Year (FY) 1998 in improving the
health and well-being of  all Americans and in enhancing our
accountability for the over $350 billion entrusted to us.  The HHS
Accountability Report, prepared for the third year by the Chief
Financial Officer’s (CFO’s) Office, summarizes the Department’s key programmatic and financial
management accomplishments in FY 1998.

In FY 1998, we saw advances in medical research, continued to implement the Children’s Health Insurance
Program, improved labeling on drugs for children, collected record amounts of  child support payments,
continued our multi-pronged fight against HIV/AIDS, continued to make more health information available
to the public on the Internet, reported a decline in cancer death rates, and achieved another year of
declining welfare caseloads.

Also in FY 1998, we established PulseNet, a national computer network of public health laboratories that
will help rapidly identify and stop episodes of foodborne illness. We continued our efforts to promote
healthy lifestyles and eating habits and to reduce smoking, because prevention is the best weapon against
illness. We continued to detect and prosecute fraud perpetrated against our programs, especially Medicare
and Medicaid.  We continued our work in eliminating the claims payment error rate in the Medicare
fee-for-service program, and have achieved a remarkable 45% reduction in overpayments since 1996.
We continued to manage the bulk of the Federal Government’s grant payments with a system that serves a
broad variety of programs within and outside HHS.  We continued to resolve audit findings in order to
further improve our accountability to the public.

Yet, because of their complexity and need for ongoing attention many of the programmatic and managerial
challenges of prior years still remain, and are highlighted in this report.  Health care costs continue to rise
and account for larger amounts of taxpayer resources every year.  Tens of millions of Americans remain
uninsured.  The Year 2000 is quickly approaching, and we are working to ensure that our computer systems
will provide uninterrupted services, and that commercial medical devices with embedded microchips will
continue to operate properly.  We still need a long term solution to ensure Medicare trust fund solvency.
And we are still striving for a “clean” opinion on our financial statement audit to further demonstrate our
fiscal accountability.
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Our accountability is also illustrated in our ability to detect and correct material weaknesses in our
operations.  This report includes information which satisfies the reporting requirements for the Federal
Managers’ Financial Integrity Act (FMFIA) of 1982.  The management control material weaknesses
(as defined by FMFIA) we have identified at the end of  FY 1998 are presented in Section VI of  this
report.  I hereby provide reasonable assurance that taken as a whole:

1. HHS is in compliance with the management control and financial systems requirements of the FMFIA;
and

2. The resources entrusted to the Department are protected from fraud, abuse and mismanagement,
though we have noted and are addressing the material weaknesses identified in this report.

We are proud of our FY 1998 efforts and achievements detailed in this report, and we look forward to
meeting the challenges ahead of us.
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As the Chief Financial Officer (CFO) of  the U.S. Department of
Health and Human Services (HHS), I am pleased to present our
Accountability Report for Fiscal Year (FY) 1998. Over twenty percent
of net Federal outlays, and more than half of all Federal grant funds,
flowed through HHS in FY 1998 and it is my responsibility to ensure
accountability for those funds. In this report, we present an overview of
our mission, operations, and accomplishments, as well as the results of
our financial statement audits and other streamlined financial management reporting.  HHS continues to
provide leadership in the area of accountability reporting, as we continue to participate in the streamlining
pilot project of the U.S. CFO Council, under the auspices of the Government Management Reform Act of
1994.

FY 1998 was certainly a year of challenges in the financial management arena. We focused a great deal of
effort on strengthening our internal controls and resolving qualifications and other findings resulting from the
FY 1997 financial statement audit.  Simultaneously, we worked to implement new accounting standards
which call for several new financial statements, including the new Statement of Net Costs. We did this with
more training for our financial management staff, with additional resources dedicated to account
reconciliations, and with increased senior management involvement.

Our hard work was rewarded with a reduction in the number of qualifications on the Department’s
FY 1998 audited financial statements. We are committed to resolving the remaining qualification issues in
FY 1999 in order to obtain a “clean” opinion, and we will focus on our material weaknesses and reportable
conditions until they are resolved.

Additionally, while an audit is required of our Health Care Financing Administration, we continued our
practice of voluntarily auditing our other eight largest agency components so that audits now cover
organizations representing virtually all of  our assets and expenditures.  These voluntary audits demonstrate
our steadfast commitment to financial accountability throughout our organization, and they have helped to
improve our operations and internal controls.

I am pleased to report that we have made significant progress in reducing the payment error rate in the
Medicare program.  This report contains the details, but broadly speaking we have reduced the error rate
to 7.1%, down from 14% in FY 1996 and 11% in FY 1997.  However, our efforts to prevent and detect
improper payments will continue undiminished until we are satisfied that the problem is under control.
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Perhaps our biggest challenge has been to manage the readiness effort for the Year 2000, which threatens to
impact computers and microchip devices worldwide.  In the administrative area at HHS, our efforts have
focused on our critical information systems and we expect the amount dedicated to compliance to exceed
$780 million in this five-year effort.  We fully expect  to be “Y2K” compliant by March 31, 1999.

Also in FY 1998, we collected over $13 billion in debt owed to the Department.  This represents a
twenty-one percent increase over prior year collections.

I am also pleased to report that we have resolved the systems problems that had negatively effected our
prompt payment rate for the last several years.   For FY 1998, our prompt payment rate improved to 91%,
compared to 89.7% in FY 1997.  And we expect our FY 1999 rate to be even higher.

In FY 1998, we continued coordinating with our broad array of grantees and with the Office of
Management and Budget on all Governmentwide grant and cost policies.   Our mutual goal is that of
greater consistency and clarity in policies, while also giving consideration to the real world issues faced by
grantees.

Though we accomplished a great deal in FY 1998, we still have many challenges remaining.  We must
resolve audit findings throughout the Department.   We must collect even more debt owed to the
Department.   We must pay a greater percentage of  our bills on time.  We must increase the percentage of
vendor payments made electronically.  And we must continue to work for a long term solution to ensure the
solvency of the Medicare trust funds.

We appreciate your interest in our Accountability Report and hope you find it very useful and informative.
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FY 1998 Budget:
HHS Budget as Compared to Total Federal:  21.2%
HHS FY 1998 Net Outlays:  $350.6 billion

Federal FY 1998 Outlays 
by Agency

Treasury
23.6%

SSA
24.7% DOD

15.5%

Others
15.0%

HHS
21.2%

Source: Final Monthly Treasury Statement of Receipts and 
Outlays of the United States Government.     (Treasury 
includes interest on Federal  debt.)

Departmentwide Financial Statement Audit:
FY 1998 Audit Opinion:  Qualified
(FY 1997 opinion was Qualified)
FY 1998 Qualifications/Scope Limitations:  2
(Improved from 5 in FY 1997 opinion)

Auditor’s Report on Internal Controls:
FY 1998 Material Weaknesses: 3
(Compared to 5 in FY 1997)
FY 1998 Reportable Conditions:  5
(Compared to 3 in FY 1997)

Report on Compliance with Laws and Regulations:

FFMIA Instances of  Non-Compliance:

− Lack of an efficient and timely statement
    preparation system.
− Lack of systems to capture expenditures at the
    Medicare contractor level.
− Inadequate EDP controls at HCFA central
    office, Medicare contractors and central
    personnel and payroll system.

Other: Medicare’s fee-for-service program has
claims payments that are not in compliance with
applicable laws and regulations.

HHS  Percentage  Of  On  Time  Payments
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87%

88%

89%
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FMFIA:
Pending Material Weaknesses at end of  FY 1998:  6
(Compared with 7 for FY 1997)
Material Weaknesses Corrected in FY 1998:  1

Prompt Payment:
FY 1998 Rate:  91% (Improved from 89.7% in FY 1997)

Debt Collection:
$5.4 billion in Net Receivables from the Public (2.3% of
HHS assets) at end of FY 1998
(Compared to $2.9 billion and 1.3% at FYE 1997)
Source: HHS FY 1998 Financial Statements

Collected over $13 billion in FY 1998.
(Increase of 21% over FY 1997)
Source: HHS 4th Qtr. Treasury Report on Receivables

Civil Monetary Penalties:
Assessments in FY 1998:  $108 million
Net CMP Receivables at end of FY 1998:  $180 million
(Compared to $155 million at end of FY 1997)
Source: HHS FY 1998 CMP Report

Electronic Funds Transfer:
100% of  PMS payments to grantees made via EFT
97% of  PSC salary payments made via EFT
77% of  Department vendor payments made via EFT
(includes credit cards)
Source: HHS EFT Profile Summary as of  9/30/98
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Estimated HI Trust Fund Operations

Medicare Trust Funds Data per 1998 Trustee Reports:
Hospital Insurance (HI) Trust Fund solvency ensured
until 2008 under existing legislation.
Average cost per HI enrollee:  $3,600
(6% increase over prior year)
Number of  HI enrollees:  approximately 33 million aged
and 5 million disabled
(22% increase in 10 years)
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Estimated SMI Trust Fund Operations

Source:  1998 SMI Trustees Report, Table I.E1.

Average cost per Supplementary Medical Insurance (SMI)
enrollee:  $1,999
(5% increase over prior year)
Number of  SMI enrollees in FY 1998:  approximately 32
million aged and 4 million disabled
(17.2% increase in 10 years)

The HHS FY 1998 Statement of Changes in Net
Position reveals that general appropriations and
taxes are the largest source of non-exchange
financing.

Appropriations Used
43.46%

Taxes
34.53%

Donations
0.01%

Imputed Financing
0.07%

Other
21.92%

HHS FY 1998 Non-Exchange
Financing Sources

ACF
9.0%

NIH
3.4%

All Others
3.7%

HCFA
83.9%

HCFA, ACF, and NIH account for the largest
percentages of HHS’ FY 1998 Total Net Cost of
Operations of $346.6 billion.

FY 1998 Net Cost of Operations
by OPDIV

Governmental 
3.0%

Intragovernmental
96.6%

Non-Entity
0.4%

Most HHS assets are claims on
the U.S. Treasury.

HHS FY 1998 Assets
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